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On June 20, after months of controversy and a threatened strike by businesses in the Caribbean
port of Colon, President Ernesto Perez signed the Universal Law of Fiscal Incentives legislation
that will eliminate costly government subsidies and increase business taxes. The law abolishes
tariffs protecting industry and agriculture, raises taxes on business profits in the Colon Free Zone,
and cancels government financial assistance to help medium- and large-size industrial firms buy
imported machinery. The bill ran into opposition from businesses in the Colon Free Zone, where
1,800 firms are engaged in the manufacture, import, and re-export of goods. The free zone employs
some 13,000 workers and generates US$10 billion in transactions annually. It is the largest re-export
operation in Latin America.
In early June, while debate on the bill was underway in the legislature, businesses in the free zone
protested a section of the bill that would require them to pay a 1.5% tax on the goods they import.
The tax was expected to increase the total tax liability of free-zone business by US$70 million
annually. Furthermore, free-zone businesses would be required to pay their taxes in advance by the
end of the first quarter of every year. To protest the bill, the free-zone users association (Asociacion
de Usuarios de la Zona Libre de Colon, AUZLC), ordered a 48-hour strike to begin on June 9. The
Camara de Comercio also rejected the 1.5% tax proposal as did Japanese firms engaged in the
manufacture of electronic goods in Colon.
In a letter to President Perez, such firms as Seiko, Toshiba, Pioneer, Sony, Hitachi, Citizen, Canon,
and Panasonic said the tax on profits would hurt the competitiveness of many businesses in the
free zone. Banking representatives said the tax increase would hurt both the re-export trade and
the flourishing banking sector in Colon, and would eliminate jobs. They pointed out that sales in
the free zone have fallen by 20% since Jan. 1, largely due to declining purchases of re-exported
goods by some of the free zone's biggest buyers in Mexico and South America. The protests and
strike threat continued even after the legislature dropped the 1.5% tax on imports in favor of an
increase from 8.5% to 15% in the tax on free-zone business profits. In response to the protests, the
Perez administration argued that while the free-zone businesses make a combined profit of US$700
million per year, at present they only pay a total of US$7 million, or 1%, in taxes.
Nevertheless, Perez opted for concessions. The strike was averted when, on June 9, the
administration offered tax credits for business losses, plus a substantial reduction in the amount
that free-zone firms will have to pay through new taxes. As a result of the concessions, the new taxes
will no longer generate an added US$70 million per year in state revenue as originally proposed,
but rather US$42.9 million per year. Still, once the new taxes take effect, the total amount in taxes
paid by free-zone businesses as a percentage of gross profits will climb from 1% at present to about
7%. Although the bill passed by a comfortable margin on June 13, the president's independent
negotiations with the free-zone businesses outraged deputies in the legislature, including, by some
estimates, half of the deputies from the president's own Partido Revolucionario Democratico (PRD).
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Angry lawmakers said the deal struck by the executive branch was an improper incursion
into legislative jurisdiction. The president of the legislature, Balbina Herrera, said that if the
administration could make concessions to free- zone business interests, it should made similar
concessions to labor unions, which have been pressuring the legislature to vote down an
administrative proposal that would drastically alter the nation's labor laws (see NotiSur, 06/01/95).
[Sources: Inforpress Centroamericana (Guatemala), 06/15/95; Agence France-Presse, 06/06/96,
06/08/95, 06/09/95, 06/10/95, 06/12/95, 06/14/95, 06/20/95]
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